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|
OATH OR AFFIRMATION

1, ROB e,(‘k— gd/\ auQFe,f : , swear (or affirm} that, to the best of
my knowledge and belief the accompanying financial statement and supporting scheduies pertaining to the firm of
The Verhcal Group as

of _Decemhev 3 ;20 08§ | are true and correct. 1 further swear (or affirm) that

neither the company nor any partner, propnetnr pnnc1pal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

A0 /s

ANDREW ACTin. 2\ Signature
Notary Pw;ifc‘:%“ g; ;}\({e\ ork
g Membe ¢

Title

T}ns report ** contains (check all applicable boxes): .
B (2) Facing Page. '
Ef (b) Statement of Financial Condition,
IB/ {c) Statement of [ncome (L.oss).
{d) Statement of Changes in Financial Condition.
E/ (e} Statement of Changes in Stockhoiders’ Equity or Partners’ or Sole Proprietors’ Capital.
D {f) Statement of Changes in Liabilities Subordmatcd to Claims of Creditors.
(g) Computation of Net Capital.
D/{h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
[0 (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
O () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
B/ (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
[B/ consolidation :
{) An Qath or Affirmation.
O (m) A copy of the SIPC Supplemental Report.
O (n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
|
**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITORS' REPORT

The Board of Directors of
The Vertical Trading Group, LLC
{Formerly The Vertical Group, Inc.)

We have audited the accompanying statement of financial condition of The Vertical Trading Group,
LLC (the "Company”) formerly The Vertical Group, Inc., as of December 31, 2005, and the related
statements of operations, changes in stockholder and member's equity and cash flows for the year
then ended that you are liling pursuant to rule 17a-5 under Securities Exchange Act of 1934. These
financial statements are the responsibility of the Company's management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we pian and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis fc}r our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of The Vertical Trading Group, LLC at December 31, 2005, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose-of forming an opinion on the basic financial statements
taken as a whole. The information contained in the additional schedules is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is supplemertary
information required by Rule 17a-5 of the Securities Exchange Act of 1934. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole. i

| jMﬁITAQﬂL'tQ PQ

Garden City, New York !
February 22, 2006 I
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THE VERTICAL TRADING GROUP, LLC
{FORMERLY THE VERTICAL GROUP, INC.)
_STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2005

CASSETS

Cash ’ $ 30,826
Money market at clearing agent ' 814,259
Equity securilies held at clearing agent (at market valuej 1,124,331
Equity securilies owned {at market value) 1 52,985
Fixed assets -net of accumulated depreciation of

ol $9,366 2,350
Organization costs, less accumulated amortization

of $6,918 _ -
Prepaid expenses and other current assets 18,000

TOTAL ASSETS $ 2,042,751

LIABILITIES AND MEMBER'S EQUITY

Equity securities sold, not yet purchased $ 144,082
Loan payable ‘ 97,880
Accounts payable and accrued expenses 271,260

Total Liabilities 513,222

COMMITMENTS AND CONTINGENCIES

MEMBER'S EQUITY f 1,529,528

TOTAL LIABILITIES AND MEMBER'S EQUITY $ 2,042,751

See Accompanyiﬁg Notes and Auditors' Report
2
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- . ’ THE VERTICAL TRADING GROUP, LLC
(FORMERLY THE VERTICAL GROUP, INC.)
STATEMENT OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2005

Income ,
- Trading Income [ $ 2,524,908

Unrealized trading losses : (156,183)
Interest and dividend income . 32,434
Other income ' 6,027
Total income . 2,407,186

Expenses
Communication and data processing | 648,353
Employee compensation, benefits and trading commissions 984,892
Clearing fees 308,333
Administrative and general (including interest expense of $5,938) 172,657 .
Professicnal fees 16,071
Depreciation and amortization expense 7,718
Total expenses ' 2,138,024
Net incaome : S 260,162

See Accompanying Notes and Auditors’ Report
— ‘ _3_




-ﬁu
yodsy si01pny pue sajop Buiduedwoooy eag

‘anjea Jed g|'¢ 18 Butpueisino pue panssi ‘pazuoyine saleys 0oo'ol (1)

625625’ ¢ 625'625'1 $ - $ - $ - $
0v9061 0v9'061 - - -
{050’88} {os0'88)
IR 6E6'9et p21'088'L (eri'gLe'e) {000°1) i
22s'es 225'8.
G/6'9SY G/6'9SY
A4 G - $ (969'896'L) $ geL'ess'e $ 000’1 $

[e10] Aynb3 sbuiuiey lended (1) xo018

5JaqQuuap pauie)ay ur-pied uowwoy

Anb3 sjapioyools

S00Z "+€ ¥A8WI D30 Q3ANT JVIA 3HL HO4
ALIND3 S.438N3N ONY "43ATOHYI0LS NI SIONVHD 40 LNIWILVLS
("ONI 'dNOYD TYIILHIA FHL ATHINHOD)
271°dNOYD SNIQVHL TYDILH3IA IHLE

5002 ‘1€ Jaquiadag - adueeg

G002 'L € JequadeQ
01181 JOQOI(Q WO SWOdU| JaN

suonnguisig [ended

497 i UdljeziLieBroay”

$002 '0€ Jaquialdag
0} 15} Alenuep Wwol swodu| 1aN

suonnquUuod jeiden

G002 ' | Aenuep - aouejeg




THE VERTICAL TRADING GROUP, LLC
(FORMERLY THE VERTICAL GROUP, INC.)
STATEMENT OF CASH FLOWS
DECEMBER 31, 2005

Cash Flows From Operating Activities
Net Income
Adjustments to reconcile net income to net
cash used by operating activities
Unrealized trading losses
Depreciation and amortization
Payment of expenses by parent company
Change in assets and liabilities: '
Money market account held with ciearing agent
Securities purchased net of securities sold
Securities sold not yet purchased '
Prepaid expenses and other current assets |
Accounts payable and accrued expenses

Total adjustments

Net Cash Used by Operating Activities

Cash Flows From Financing Activities
Repayment of margin loan (net)
Proceeds from short-term loan
Capital contributions

Net Cash Provided by Financing Activities

NET DECREASE IN CASH .

CASH -BEGINNING

CASH - END

SUPPLEMENTAL CASH FLOW INFORMATION

Cash paid during the year for:
Interest

NON-CASH FINANCING ACTIVITIES

Capital contributions by parent through payments of

expenses on behalf of the Company

See Accompanying Notes and Auditors' Report

b

$ 269,162
(156,183)
7,718
119,743
(814,259)
(35,680)
118,496
(10,000)
39,886

(730,279)

{461,117}
{(100,191)
33,618
249,182

182,609

(278,508)

308,334

$ 30826

§ 5938

$ 119,743




THE VERTICAL TRADING GROUP, LLC
(FORMERLY THE VERTICAL GROUP, INC))

NOTES TO FINANCIAL STATEMENTS

FOR THE YEAR ENDED DECEMBER 31, 2005

SUMMARY OF SIGNIFICANT ACCOU_NTING POLICIES
LINE OF BUSINESS !

The Vertical Trading Group, LLC (the “Company”) is a registered broker dealer engaged
primarily in the execution of stock transactions for its parent and its customers. The
company is a successor in interest to The Vertical Group, Inc. through a tax free
exchange effective October 2005. The Company is a registered broker/dealer with the
Securities & Exchange Commission (SEC) and is a member of the National Association of
Securities Dealers (NASD). The Company is a non-clearing broker and does not handle
any customer funds or securities. The Company derives revenue mainly in the form of
trading income from sale of stocks: traded on various stock exchanges on behalf of
institutional customers and on behalf of the Company's parent. The Company maintains
an office in New York City, New York. The Vertical Group, Inc. was formed as a
corporation in Fiorida in March 2000. The Vertical Trading Group, LLC was formed as a
single member LLC in New York State in August 2005, Bolh companies are wholly-
owned subsidiaries of RAS Holdings, LLC (the “Parent”).

REVENUE RECOGNITION

Proprietary securities transactions in regular-way trades are recorded on the trade date,
as if they had seftled. Profit and loss arising from all securities and commodities
transactions entered inte for the account and risk of the Company’s parent and the
Company's customers are recorded on a trade date bhasis.

USE OF ESTIMATES

The preparat‘:on of financial statements in conformity with generally accepted accounting
principles requires management to-make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those
estimates. !

CASH AND CASH EQUIVALENTS

The Company considers cash and all highly liquid instruments with original maturity of
three months or less to be cash equivalents. The Company maintains its cash in bank
deposit accounts which, at times, may exceed federally insured limits. The Company has
not experienced any losses in such accounts and believes it is not exposed to any
significant credit risk on cash and cash equivalents.

PROPERTY, EQUIPMENT AND DEPRECIATION

Property and equipment is stated at cost. Major expenditures for property and those
which substantially increase useful lives are capitalized. Maintenance, repairs, and minor
renewals are expensed as incurred. - When assets are retired or otherwise disposed of,
their costs and related accumulated depreciation are removed from the accounts and
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THE VERTICAL TRADING GROUP, LLC
(FORMERLY THE VETICAL GROUP, INC.)

NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
OFF-BALANCE SHEET RISK

in the normal course of business the Company’s customer and correspondent clearance
activities involve the execution, settlement, and financing of various customer securities
transactions. These activities may expose the Company to off-balance-sheet risk in the
event the customer or clearing agent is unable to fulfill its contracted obligations and the
Company has to purchase or sell the financial instrument underlying the contract at a
loss.

CONCENTRATION OF CREDIT RISK

The Company is engaged in various trading and brokerage activities whose
counterparties primarily include broker-dealers, and other financial institutions. In the
event counterparties do not fulfill their.obligations, the Company may be exposed to risk.
The risk of default depends on the creditworthiness of the counterparty or issuer of the
instrument. It is the Company’s policy to review, as necessary, the credit standing of
each counterparty with which it conducts business.

ORGANIZATION COSTS

The Company incurred organization costs in the amount of $6,918 in 2002. The balance
has been fully amortized over sixty molnths through the end of 2005.

FIXED ASSETS i
Major classes of fixed assets consist of the following:

estimated useful

: lite-years
Computer equipment and software 2-3 $ 11,716
Less: Accumulated depreéiation 9,366
Net fixed assets ' $__2350

INCOME TAXES

Federal and state income taxes have not been provided because the company is
considered a disregarded entity for tax purposes whose income or loss are passed
through to its parent company, RAS Holdings LLC and its members and combined with
their other personal income and deductions to determine taxable income on their
individual tax returns.
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THE VERTICAL TRADING GROUP, LLC
(FORMERLY THE VERTICAL GROUP, INC.)

NOTES TO :FINANClAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2005

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission’s Uniform Net
Capital Rule (Rule 15¢3-1), which requires the Company to maintain minimum dollar net
capital of $1,000,000. At December 31, 2005, the Company had net capital ot $1,340,529
which was $340,529 in excess of its required net capital of $1,000,000. The Company’s
ratio of aggregate indebtedness to net capital is .38 to 1.

LOAN PAYABLE - BANK |

The Company has a line of credit facility with a bank for $100,000. Interest is due monthly
at prime rate plus 1%. Interest expense for the year amounted to $5,938.

COMMITMENTS AND CONTINGENCIES

The Company entered into a lease agreement for office space in New York City with its
previous clearing agent for a six-month period expiring on May 31, 2006. The lease calls
for minimum monthly rental payments of $3,800 plus other occupancy costs.

Previously, the Company occupied the same space on a month-to-month basis paying
clearing fees which included occupancy costs.

Rent expense for the year 2005 amounted to $3,900.

As of December 31, 2005, the future ‘minimum lease payment under the non-cancelable
lease is as follows: [

Year Ended December 31,

2006 ‘ 3 19,500




THE VERTICAL TRADING GROUP, LLC
(FORMERLY THE VERTICAL GROUP, INC.)

SUPPLEMENTAL INFORMATION
FOR THE YEAR ENDED DECEMBER 31, 2005

.

COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15¢3-1

Total ownership equity from the statement of financial condition
Less: Non-allowable net assets
Net Capital

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital

Minimum dollar net capital requirement

Excess net capital

Excess net capital at 1000%

Ratio: Aggregate indebtedness to net capital

$ 1,529,529
189,000

$ _1,340,529

$ _1.340.529

$ _1.000,000




THE VERTICAL TRADING GROUP, LLC
(FORMERLY THE VERTICAL GROUP, INC)

SUPPLEMENTAL INFORMATION
FOR THE YEAR ENDED DECEMBER 31, 2005

POSSESSION OR CONTROL REQUIREMENTS UNDER RULE 15¢3-3

The Company claims exemption froem the requirements of Rule 15¢3-3, under Section (k)
(2) (B) of the Rule.

0.




THE VERTICAL TRADING GROUP,LLC
(FORMERLY THE VERTICAL GROUP, INC.)

SUPPLEMENTAL INFORMATION
FOR THE YEAR ENDED DECEMBER 31, 2005

RECONCILIATION PURSUANT TO RULE 17a-5(d)(4)
.
Total ownership equity - January 1, 2005 :
Capital contributions
Net income for the year ended December 31 2005
Total ownership equity - December 31, 2005
Less: Non-allowable assets '
Audited net capital
Nét capital per Focus Report Part l1A '
Difference ,

Difference due to adjustments to accrued expenses, cash and
other assets '

-11.

$ B91,442
368,926
268,162
1,529,529
189,000
1,340,529

1,354,080

$ 13,551

$ 13,551
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- To the Board of Directers of
The Vertical Trading Group, LLC
{Formerly The Vertical Group, Inc.)

In ptanning and performing our audit of the financial statements and supplemental schedules
of The Vertica! Trading Group, LLC (the “Company”) formerly The Vertical Group, Inc., for the
year ended December 31, 2005, we considered its internal control, including control activities
for safeguarding securities, in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide assurance on the internal
control.

Also, as required by Rule 17a-5{(g}(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and pracedures followed by the Company including tests
of such practices and procedures that we considered relevant to the objectives stated in Rule
173-5(g) in making the periodic computations of aggregate indebtedness and net capital under
Rule 17a-3(a)(11) and for determining compliance with the exemptive provisions for Rule 15¢3-
3. Because the Company does not carry securities accounts for customers or perform
custodial functions relating to customer securities, we did nct review the practices and
procedures followed by the Company in any. of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons,
2. Recordation of differences required by Rule 17a-13.

- 3. Comprying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred 1o in the preceding paragraph. In fulfilling
this responsibility, estimates and judgments by management are required to assess the
expected benefits and related costs of controls and of the practices and procedures referred to
in the preceding paragraph and to assess whether those practices and procedures can be
expected to achieve the SEC’'s above-mentioned objectives. Two of the objectives of internal
control and the practices and procedures are to provide management with reasonable but not
absolute assurance that assets for which the Company has responsibility are safeguarded
against loss from unauthorized use or disposition and that transactions are executed in
accordance with management's authorization and recorded properly to permit the preparation
of financial statements in conformity with generally accepted accounting principles. Rule 17a-
5(g) lists additional objectives of the practices and procedures listed in the preceding
paragraph. ‘

4
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Because of inherent limitations in any internal control or the practices and procedures referred
to above, errors or fraud may occur and not be detected. Also, projection of any evaluation of
them to future periods is subject to the risk that they may become inadequate because of
changes in conditions or that the effectiveness ot their design and operation may deteriorate.

A WORLDWDE NETwGam OF INDEFENGENT FiRks
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Our consideration of the internal conitrol would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. . A material weakness is a condition in which the
design or operation of the specific internal control components does not reduce to a relatively
low level the risk that error or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees
in the normal course of performing their assigned functions. However, we noted no matters
involving internal control, including control activities for safeguarding securities, that we
consider to be material weaknesses as defined above.

We understand that practices and procedL[Jres that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such objectives in all material respects

- indicate a material inadequacy for such purposes. Based on this understanding and on our
study, we believe that the Company's practices and procedures were adequate at
December 31, 2005, to meet the SEC’s objeclives.

This report is intended solely for the information and use of the Board of Directors,
| management, the SEC, and other regulatory agencies which rely on Rule 17a-5(g) under the
| Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and is
not intended to be and should not be used by anyone other than these specified parties.

| Taroddff T o = GI-C

Garden City, New York
_ February 22, 2006




